Chapter 3
The Double-entry System
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Double-entry bookkeeping

O Double-entry bookkeeping is a system by which
transactions are entered twice, once on the debit side
of an account and once on the credit side of another
account, and in equal amounts.

O Double-entry accounts

Title of account
Amount($) | Date

Date Details Details Amount ($)

e e >
Debit side Credit side

O Principles of double entry

(Assets= apital + (
C

es — Expenses) — Drawings +

)
)

Assets + Expenses + Drawings = +1 +
A ~ >
Debit side Credit side Debit side Credit side
To record To record To record To record
anincrease | adecrease adecrease | anincrease
Asset Capital
+ — — +
Expense Revenue
+ — — +
Drawings Liability
+ — — +

Recording transactions in double-entry accounts

Step 1: Identify the accounts (at least two) that are
affected by the transaction.
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Step 2: Classify the accounts as assets, liabilities, capital,
expenses, revenues or drawings.

[

EE

2 2% - EIRFPEERE - &E - EX B - W
AR -
Asset

On 1 January 2013, C Ho's firm bou account $8,000in cash.
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Step 3: Determine which account should be debited and
which account should be credited.
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On 1 January 2013, C Ho’s firm bought a van for $8,000in cash. 1A AL LR ARSI T
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Step 4: Enter the date, details and the amount of the | 55 4 4 . 4Exz 5 HHA « 3555 (HIEENIIE S 4% 14
transaction in each of the account. HEEC AR -
On 1 January 2013, C Ho's firm bought a van for $8,000in cash. 201351818 ot ¥URLBEY
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Common types of business transactions
A. Capital contributions

CAZN e Sk il
1. In the form of cash or cheque
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O Capital contributions by the owner can be in the
form of cash or cheque:

Accountname:
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|0 record Entryinitheaccount
= =
Cash/Bank Assets 1 Debit * REN fEse
=2 = 2
Capital Capital 1 Credit e LR L
2. In the form of other assets 2. A=A EE
O Capital contributions by the owner can also be in O =5t a) (e S A A S E (Flanm =)
the form of other assets (e.g., office equipment):
Accountname lorecord Entryin the account Sh SreFJial
Office equipment Assets 1 Debit WeN T HAE HE 1 2
Capital Capital 1 Credit TA FA 1 Hx
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B. Assets (other than goods) bought, sold or
returned
1. Assets bought on credit

O Assets (e.g., machinery) can be bought on credit
(i.e., payment is made some time after purchase):

Accountname ‘ To record ‘ Entry inthe account
Machinery Assets 1 Debit
Creditor Liabilities t Credit

2. Assets bought in cash or by cheque
O Assets (e.g., machinery) can also be bought in cash
or by cheque (i.e., payment is made upon purchase):

Accountname ‘ To record ‘ Entry in the account
Machinery Assets 1 Debit
Cash/Bank Assets | Credit

3. Assets sold on credit
O Assets (e.g., machinery) can be sold on credit:

Accountname ‘ To record ‘ Entryin the account
Debtor Assets 1 Debit
Machinery Assets | Credit

4. Assets sold for cash or by cheque
O Assets (e.g., machinery) can also be sold for cash or

by cheque:
Accountname ‘ Torecord ‘ Entryinthe account
Cash/Book Assets 1 Debit
Machinery Assets | Credit

5. Return of assets bought on credit
O Assets (e.g., machinery) that were bought on credit
are returned to the supplier:

Accountname ‘ To record ‘ Entryinithe account
Creditor Liabilities | Debit
Machinery Assets | Credit
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C. Goods bought, sold
1. Goods bought on cred

or returned
it

O Goods can be bought on credit (i.e., credit
purchases). They would be treated as expenses:

Accountname ‘ To record ‘ Entryinthe account
Purchases Expenses 1 Debit
Creditor Liabilities t Credit

2. Goods bought in cash or by cheque

O Goods are bought in cash or by cheque:
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Accountname Torecord Entryinthe account
Purchases Expenses 1 Debit R -0 £
Cash/Bank Assets | Credit REBITHRR TE | A

3. Goods sold on credit

O Goods can be sold on credit (i.e., credit sales). They
would be treated as revenues

Accountname ‘ Torecord ‘ Entryiinthe account
Debtor Assets 1 Debit
Sales Revenues 1 Credit
4. Goods sold for cash or by cheque

O Goods are sold for cash or by cheque:

Accountname ‘ Torecord ‘ Entryinthe account
Cash/Bank Assets 1 Debit
Sales Revenues 1 Credit

5. Return of goods bought on credit

O When goods bought on credit are returned to the
supplier, the transaction would be treated as a
reduction in purchases:

Accountname ‘ Torecord ‘ Entryinthe account
Creditor Liabilities | Debit
Returns outwards Expenses | Credit

6. Return of goods sold on credit

O When goods sold on credit are returned by the
customers, the transaction would be treated as a

reduction in sales:

Accountname ‘ Torecord ‘ Entryinithe account
Returns inwards Revenues | Debit
Debtor Assets | Credit

B. WREH B
O &5 DRIRAYP A B G hn (R B - G #dd

TEFENURES -

e

‘mHA -0 3 3
‘ ] &= e

A, A E B mIHCR &8 R
O 58 & B mil I HICR S EG 5E:

ReRITHR
iy

A

-

5. BEIEH S i
O EdEmftErREREN L B SR
e R R

A EfF | A
B EIR S &R | o

6. BB E

O E&EEE FRERBENGE R  BERX SR

ENHER:
e = 4458
HERED | 3
H#HA A | 3

12




D. Payments to creditors
O A payment is made to a creditor (trade or non-trade)
in cash or by cheque:

Accountname ‘ To record ‘ Entryinthe account
Creditor Liabilities | Debit
Cash/Bank Assets | Credit

E. Expenses paid

O A separate account is opened to record each type of
expense.

O An expense (e.g., rent) is paid in cash or by cheque:

Accountname To record ‘ Entry)in the account
Rent Expenses ? Debit
Cash/Bank Assets | Credit

F. Receipts from debtors

O A payment is received from a debtor (trade or
non-trade) in cash or by cheque:

Accountname ‘ Torecord ‘ Entryin the account
Cash/Bank Assets 1 Debit
Debtor Assets | Credit

G. Revenues received

O A separate account is opened to record each type of
revenue.

O Revenue (e.g., commission revenue) is received in
cash or by cheque:

Accountname Torecord ‘ Entryinithe account
Cash/Bank Assets 1 Debit
Commission .
o Revenues 1 Credit

H. Cash deposited in or withdrawn from the bank account

1. Cash deposited in the bank account
O Cash is deposited in the bank account:

Accountname ‘ Torecord ‘ Entryin the account
Bank Assets 1 Debit
Cash Assets | Credit

2. Cash withdrawn from the bank account
O Cash is withdrawn from the bank account for
business use:

Accountname ‘ To record ‘ Entryin the account
Cash Assets 1 Debit
Bank Assets | Credit
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I. Loans borrowed and repaid
1. Loans borrowed

from a bank):

O Money is borrowed from another entity (e.g., a loan

Accountname ‘ Torecord ‘ Entryinithe account
Cash/Bank Assets 1 Debit
Loan from bank Liabilities 1 Credit

2. Loans repaid

O Aloan (e.g., a bank loan) is repaid in full or in part:

Accountname ‘ Torecord ‘ Entryinthe account
Loan from bank Liabilities | Debit
Cash/Bank Assets | Credit

J. Drawings by the owner
1. Money taken from the business

O The owner takes money from the business (either
cash in hand or cash withdrawn from the bank):

Accountname ‘ To record ‘ Entryin the account
Drawings Drawings 1 Debit
Cash/Bank Assets | Credit

2. Goods taken from the business

Drawings Drawings t

O The owner takes goods from the business:

Accountname ‘ To record ‘ Entryinthe account

Debit

Purchases

Expenses |

Credit

the business

3. Assets (other than money and goods) taken from

O The owner takes an asset other than money and
goods (e.g., office furniture) from the business:

Accountname ‘ Torecord ‘ Entryiin the account
Drawings Drawings 1 Debit
Office furniture Assets | Credit
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Exhibit 3.1
1. Mr Lam started a trading business with $10,000 cash on
1 August 2013.

Account name | To record | Entry in the account
Cash Assets 1 Debit $10,000
Capital Capital 7 Credit $10,000
Cash
2013 $
Aug 1 Capital 10,000
Capital
2013 $
Aug 1 Cash 10,000

2. On 3 August 2013, goods were bought for $2,750 in
cash.

Account name | To record ’ Entry in the account
Purchases Expenses 1 Debit $2,750
Cash \ Assets | Credit $2,750
Purchases
2013 $
Aug 3 Cash 2,750
Cash
2013 $ | 2013 $
Aug 1  Capital 10,000 | Aug 3  Purchases 2,750

3. On 5 August 2013, fixtures were bought on credit from
Office Fitters for $1,150.

Account name | To record | Entry in the account
Fixtures | Assets 1 Debit $1,150
Office Fitters (creditor) | Liabilities 1 Credit $1,150
Fixtures
2013 $
Aug 5 Office Fitters 1,150
Office Fitters
2013 $
Aug 5 Fixtures 1,150

4. On 12 August 2013, the firm sold goods for $3,400 in
cash.

Account name | To record | Entry in the account
Cash Assets 1 Debit $3,400
Sales \ Revenues Credit $3,400
Cash
2013 $ 12013 $
Aug 1 Capital 10,000 ( Aug 3 Purchases 2,750
“ 12 Sales 3,400
Sales
2013 $
Aug 12 Cash 3,400

Bl 3.1
1. 2013 4E 8 H 1 H » toLARER
$H4:$10,000 -

—RYE G A

| TA T 132 $10, 000
'ﬁd& g FA D 3 $10,000
He
2013 4% $
8H 1H BA& 10,000
=B
2013 4% $
8H 1H #H 10,000
2.2013 48 H 3 H » {FELIFRES2,750 EE &N
iz =2k w4 Vax= Wil
- 55 &R 1 132 $2,750
Re | kA | e $2,750
HE
2013 4 $
8H 3H Hi 2,750
He
2013 4F. $[2013 4 $
8H 1H &E 10000 8/ 3H [EE 2,750

3.2013 £ 8 H 5 H > {sEFMEE A FIRREACE S 150 -

ﬂﬁ}ﬁ%ﬁ BLK ar: VAl
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#fisia}él EHA) A1 H e $1,150
L
2013 £E 5
8H 5H #MEAH 1,150
HEAAE
2013 45 $
8H 5H &F 1,150
4.2013 £ 8 H 12 H » FEHERMITLEFR4$3,400 ©
iREeE | iF | oeenE
e TE 132 $3,400
BR Wk 1T &322 $3,400
W
2013 4£ $ | 2013 4 $
8H 1H &X 10000 89 3H B 2,750
8H12H & 3,400
e
2013 4£ $
8H12H H% 3,400
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5. On 19 August 2013, the firm paid S500 of the amount
owed to Office Fitters in cash.

Accountname ~ Torecord - Entry in the account
Office Fitters Liabilities | Debit $500
Cash Assets | Credit $500
Office Fitters
2013 $ 2013 $
Aug 19 Cash 500 | Aug & Fixtures 1,150
Cash

2013 $ 12013 $
Aug 1 Capital 10,000 | Aug 3  Purchases 2,750
“ 12 Sales 3400 | “ 19 Office Fitters 500

6. On 22 August 2013, Mr Lam took $1,000 in cash for
personal use.

Account name

- Torecord

- Entryin the account

Drawings Drawings 1 Debit $1,000
Cash Assets | Credit $1,000
Drawings
2013 $
Aug 22 Cash 1,000
Cash
2013 $ 2013 $
Aug 1 Capital 10,000 | Aug 3  Purchases 2,750
“ 12 Sales 3400 | “ 19 Office Fitters 500
“ 22 Drawings 1,000

Balancing off accounts

O Balancing off accounts is the process of calculating the
outstanding balance of each account at the end of a
period, usually a month.

O Balancing off accounts periodically can help firms
monitor the status of each account more closely.
® How much do our customers still owe us?
® How much cash do we have in the bank account?

Steps for balancing off an account

Example 1
Step 1: Add up the total amount of entries on each side for
the month.
Bank
2013 $[2013 $
May 1 Capital 20,000 | May 6 Cash 4,000
“ 26 SMan | 2400 | “ 15 Rent 4,200
“ 31 Commission revenue | 200
$20,000 + $2,400 + $200 $4,000 + $4,200

=$22,600 =$8,200

Step 2: Find the difference between the two totals. The
difference is known as the balance of the account.

Bank
2013 $ 2013 $
May 1 Capital 20,000 | May 6 Cash 4,000
“ 26 S Man 2400 “ 15 Rent _' 4,200
“ 31 Commission revenue 200
$20,000 + $2,400 + $200 $4,000 + $4,200
=$22,600 = $8,200

$22,600 - $8,200
= $14,400

5. 2013 4 8 H 19 H - {5z A 5] S (3 4:$500 -
DUBEE I KK -

T = T - S 71}

HEE N 3) BfE | 32 $500
Re "E | &3 $500
JEEEAT]

2013 4F. $ | 2013 41 $
8H19H HE 500 8H 50 &E 1,150
R
2013 ££ $ 201348 $
8H 1H #&& 10000 8H 3H RS 2,750
8H12H #5 3400 | 8 H19 H HfEAT 500

6.2013 4 8 H 22 H - MIAFEHEE $1,000 HH -

Ik =58 RO var = WAl
#H #A T 132 $1,000
"e TAE | 432 $1,000
H#H
2013 4 $
SH2H 4 1,000
B
2013 4 $ | 2013 4% $
8H 1H ¥BA& 10000 85 3H M 2,750
SH2H #HE 3400 | 8 H19H mEEAT 500
8H2H #&H 1,000
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SRFTERK
2013 4E $ | 2013 4F $
5 1H &#& 20000 5H 6 e 4,000
5H2H rf&4 2400 5H15H e 4,200
5H3MH HelsEs 200 -
$20,000 + $2,400 + $200 $4,000 + $4,200
= $22,600 = $8,200
G 2 4 SR EE AR - E (AR IR AR -
TR
2013 42 $ 201342 $
5H 1H &KX 20000 5 6H % 4,000
5H26H IUh&E 2400 5H15H f% 4,200
SHMH M4l 200
$20,000 + $2,400 + $200 $4,000 + $4,200
=$22,600

= $8,200
$22600-$8,200 _
= $14,400
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Step 3: Enter the balance on the side with a smaller total.

Bank
2013 $ | 2013 $
May 1  Capital 20,000 [ May 6 Cash 4,000
“ 26 SMan 1 2400| “ 15 Rent " 4,200
“ 31 Commission revenue 200 “ 31 Balancec/d 14,400
$20,000 + $2,400 + $200 $4,000 + $4,20
= $22,600 = $8,200
$22,600 - $8,200
= $14,400 w,—
Step 4: Show the totals on both sides at the same level.
Bank
2013 $[2013 $
May 1 Capital 20,000 [ May 6 Cash 4,000
“ 26 SMan 2400 “ 15 Rent 4,200
“ 31 Commission revenue 200 “ 31 Balance c/d 14,400
22,600 226
$22,600 - $8,200
= $14,400 W—

Step 5: The balance will be brought down to the opposite
side of the account at the beginning of the next

month.
Bank

2013 $|2013 $
May 1 Capital 20,000 | May 6 Cash 4,000
“ 26 SMan 2400 “ 15 Rent 4,200
“ 31 Commission revenue 200 “ 31 Balancecld 14,400
22,600 22,600

Jun 1 Balance bid 14,400

Example 2
Sunny Trading

2013 $]2013 $
May 23 Returns outwards 800 | May 9 Purchases 2,800
“ 27 Cash 2,000 | “ 28 Purchases 5,600

“ 31 Balancec/d 5,600
8,400 8,400
Jun 1 Balance b/d 5,600

Classification of account balances

Total of debit entries > Total of credit entries = debit balance B
Total of debit entries < Total of credit entries = credit balance
Total of debit entries = Total of credit entries = zero balance [

Assets + Expenses + Drawings = Capital + Revenues + Liabilities

Type of
account
balance

Debit Debit Debit | Credit | Credit | Credit

55 3 20 EEREHRCER AR N — T

RITHEK
2013 4 8 [20134 8
5H 1H && 20000 5H 6H Hg: 4,000
5H2H X&4& 12400 5H15H 4 | 4,200
5HMH Ml 200 583 gmEET 14,400
$20,000 + $2,400 + $200 $4,000 + $4,20
= $22,600 = $8,200
$22,600 - $8,200
= $14,400 ~—
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RITTEK
2013 4F $]2013 4 $
5H 10 #BA 20000 59 6 B4 4,000
5H26H r4eiE 2400 5H15H FfHE 4,200
5H3E @ELfEs 200 5HME gERT 14,400
22,600 22,6
$22,600 - $8,200
= $14,400 v_
55 5 £ T —EHVE—K 18 EE8 HBVerEEECAEIR
HI55—T7 °
TR
201345 $ 2013 % $
5H 1H B&A 20000 59 65 4 4,000
5H28H 30504 2400 5H15H fi% 4,200
SH3MH ek 200 5H3MH #zEET 14,400
22,600 22,600
6H 10 &FEAL 14,400
B+ 2
Kot By
2013 45 $] 201248 $
5H23H MHEEESH 800 59 9H Mg 2,800
5H2TH ®4 2000 5H28H B 5,600
5H3MH fEEET 5,600
8,400 8,400
63 1H &R¥ERL 5,600
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Example
Debit balance:
Bank
2013 $ | 2013 $
May 1 Capital 20,000 [ May 6 Cash 4,000
“ 26 SMan 2400 “ 15 Rent 4,200
“ 3 Commission revenue 200 | “ 31 Balancec/d 14,400
22,600 22,600
Jun 1 Balance bid 14,400
Credit balance:
Sunny Trading
2013 $| 2013 $
May 23 Returns outwards 800 | May 9 Purchases 2,800
“ 27 Cash 2000 “ 28 Purchases 5,600
“ 31 Balance c/d 5,600
8400 8400
Jun 1 Balance b/d 8,400
Zero balance:
S Man
2013 $12013 $
May 12 Sales 3,000 | May 26 Returns inwards 600
“ 26 Bank 2,400
3,000 3,000

(EN

BT ERE -
HITERK
2013 4 $ | 201342 $
5 1H #&X 20000 5 6 M4 4,000
5H28H 3044k 2400 | 5815H f& 4,200
SH3MH #Hakzs 200 5HMH SFEET 14,400
22,600 22,600
68 1H &xEsL 14,400
S8R -
FE AT
2013 4F $|2013 48 $
5H23H BEEd 800 5H 90 & 2,800
5H21H #H& 2000 5H28H Mg& 5,600
SHMH &REET 5,600
8,400 8,400
6H 1H &R LE 5,600
TEREH -
SCEE
2013 4% $ | 2013 4% $
5H12H 58 3000 59260 S5EEE 600
SH26H $RTHERC 2,400
3,000 3,000
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